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15h Limitation on The appeal of colleges and universities engaged in government- 
Research Overhead sponsored research for full repayment of indirect costs 

Again in Dispute apparently will go once more for final decision before a Con- 


ference Committee of the House and Senate Subcommittees on 
Appropriations for the Departments of Labor, and Health, Education, and Welfare. 

The House has passed an appropriations bill which includes again, as in recent years, 
the restriction of a 15 percent limit on payment for overhead costs of this research, as 
insisted upon by the Subcommittee headed by Representative Fogarty of Rhode Island. (See 
this Bulletin, Vol. IV, No. 14, April 4, 1960). The counterpart Senate Subcommittee, 
headed by Senator Hill of Alabama, held a hearing May 5 on this subject, during which there 
was strong indication that the Senate once again will recommend either elimination of the 
ceiling outright, or at least a higher ceiling. Those who desire to express themselves 
on this issue may wish to communicate with the probable conferees. 

Last year's House conferees, who may well serve again this year, are as follows: 

John E. Fogarty, Rhode Island (D), Chairman 
Winfield K. Denton, Indiana (D) 

Clarence Cannon, Missouri (D) 

Melvin R. Laird, Wisconsin (D) 

John Taber, New York (R) 

Last year's Senate conferees included the entire Subcommittee, which is composed 
this year of the following: 


Lister Hill,. of Alabama, (D), Chairman Alan Bible, of Nevada (D) 

Dennis Chavez, of New Mexico (D) Robert C. Byrd, of West Virginia (D) 
Richard B. Russell, of Georgia (D) Thomas H. Kuchel, of California (R) 
Warren G. Magnuson, of Washington (D) Margaret Chase Smith, of Maine (R) 
John Stennis, of Mississippi (D) Roman L. Hruska, of Nebraska (R) 
John 0. Pastore, of Rhode Island (D) Gordon Allott, of Colorado (R) 

A. S. Mike Monroney, of Oklahoma (D) Styles Bridges, of New Hampshire (R) 


The Council is informed that among the House conferees no voice has been raised on 
behalf of the colleges in their plea for full compensation of overhead costs. 
Testimony on May 5 on behalf of the American Council, presented before the Senate 


Subcommittee by George F. Baughman, vice-president for business affairs, New York Uni- 
versity, is quoted here in part: 


The subject of indirect cost reimbursement is one which over a period of years has 
received a great deal of attention from you gentlemen, from your associates in other 
branches of Government service, and from countless equally interested persons involved 
in one phase or another of university life. All of the arguments for full reimbursement of 
indirect costs, suitably accompanied by literally mountains of statistics, surveys, studies 
and the like, have found their way into the hearings of various committees in and out of 
the Federal Government concerned with the problem from either a policy, administrative, 
research or financial point of view. 

In the limited time available I would like to ask you all to look past the statistical 
trees and contemplate the forest of underlying philosophies that are fundamental to any 
realistic evaluation of the necessity of providing for the reimbursement to universities 
of full indirect costs incurred in Federally sponsored research programs. This is most im- 
portant because both the universities and the Federal Government are basically interested 
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in establishing ground rules which will do two things; (1) accomplish the research 
goals that are so vital to the welfare of the country as a whole, and (2) enable 
those universities participating in this endeavor to maintain their intellectual and 
fiscal integrity in each of the major functions which these universities are re- 
quired to perforn. 

A university is an organization of resources consisting of people, physical 
facilities, and finances, having as its goal the performance of three functions: 
instruction, research, and public service. Although we can speak in terms of the 
three functions separately, it is well recognized by everyone that all three are 
vitally inter-related and inter-dependent. Administrators of our universities must 
be ever on the alert for new means of strengthening each of these functions. At the 
same time support of one of these functions cannot be allowed to drain resources to 
the detriment of the others. 

At this point I believe it is important for us all to understand the reasons why 
universities were called upon by the Federal Government and others to embark upon such 
a magnificent program. It was obvious to all concerned at the outset that the uni- 
versities represented organizations in being - going concerns, if you will, - which 
already had a great deal of talent, experience, facilities, and a unique capacity to 
relate the end products of research to the mainstream of education. At the outset 
sponsored research was a very small part of the operations of most universities. 
Today we find that in many universities the amount spent on sponsored research looms 
quite large in relation to the instruction budget and indeed, to the entire operating 
budget of such universities. 

The National Science Foundation in a recent bulletin stated that research and 
development expenditures separately budgeted in colleges and universities during the 
fiscal year 1958, amounted to 735.8 million dollars. It is anticipated that future 
years will find an even greater amount of support for this extremely important function | 
which universities are called upon to perform. 

Over the years, universities have had to refashion their organizations and re- 
define their administrative functions to handle this expansion in their sponsored re- 
search programs. We are now at a stage in the evolution of the structure of American 
universities when sponsored research has assumed great stature in terms of resources 
employed: namely, people, facilities, and finances; and in relation to the instructional 
and public service functions of universities as a whole. Sponsored research is no 
longer an increment to the instructional function. The costs of operations of our 
universities incident to sponsored research can no longer be treated on an incremental 
basis. We cannot turn back now and attempt to think in terms of what our operating 
costs might be without this large research program. The only alternative which is 
logical, reasonable, and equitable is to treat the Federally sponsored research pro- 
gram as a responsible member of the family of primary university functions, each of 
which should be called upon to carry its fairly allocable share of full financial 
responsibility. 

Universities, while not being businesses in the usual sense of the market place, 
must be businesslike in the management of their affairs. They certainly do incur "costs 
of doing business." The Federal Government has been aware of these costs and in many 
instances has provided for the reimbursement of them to universities insofar as they 
are related to certain Federally sponsored research programs. Almost three years ago, 
in June, 197, the Senate Committee on Appropriations, when considering the appropria- 
tions for the Departments of Labor and Health, Education, and Welfare, recognized that 
the proposed fixed indirect cost rate of 15 percent did not cover the actual costs in- 
curred and that these costs were rising. As a result of that meeting the General 
Accounting Office and later the Bureau of the Budget was asked to conduct a study of 
this matter and render a report. The result was the issuance of Circular No. A-2l1 by Jf 
the Director of the Budget, Honorable Maurice H. Stans, on September 10, 1958. The | 
stated purpose of this report was to provide ".... a uniform approach to the problem 
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of costing research performed by educational institutions ...." and was ".... 
designed for Government-wide use." The objective of this circular was "to provide 
educational institutions recognition of their full allocated costs of research 
under generally accepted cost accounting principles. .... No provision for 
profit or other increment above cost is intended.” I might add that this is 
fundamentally the intention of our universities as well. 

The Honorable Arthur S. Flemming, Secretary of the Department of Health, 
Education, and Welfare, is on record as favoring this type of approach to in- 
direct cost reimbursement. So, too, is the National Science Foundation. It is 
not the intent of our colleges and universities to profit financially from this 
research program; neither should they be expected to absorb costs which are 
fairly attributable to that program. The universities have profited from this 
research program through the enrichment which it has brought to their instruc- 
tional and service programs. It is this latter type of "profit" which we 

earnestly covet. In the end, of course, it is the student, the patient, indeed 
the Nation, which is the direct and ultimate beneficiary. 

One of the policy guides of Circular A-21 is that "Each college and uni- 
versity has its own unique combination of staff, facilities, and experience, and 
should be encouraged to conduct research in a manner consonant with its academic 
programs and institutional objectives while fulfilling its contractual responsi- 
bilities." The imposition of an arbitrary fixed rate of 15 per cent completely 
violates this concept. It is as unrealistic as the companion conclusion which 
a fixed rate implies: namely, that all actual costs incurred by our universities 
above the 15 per cent limit are susceptible to absorption indefinitely and with- 
out limit by other sources of funds intended for other purposes and without en- 
dangering these other purposes. 

on | Despite the good intentions of all concerned with this problem so far, we 
are still faced with the statutory limitation of 15 per cent for indirect costs 
for all research projects supported under the Public Health Service Act. This 
| is particularly distressing, since our medical and dental schools, which are the 
| chief participants in such research programs, are also committed to equally im- 
portant and costly instructional and service programs. Every reliable index we 
nal can find from both within and without Government sources indicates that 15 per 
cent just does not leave our universities, as a whole, in a fair and equitable 
financial position when you relate this fixed rate to actual indirect expense 
14 incurred. We have used the so-called "Blue Book" formula, the A-21 formula, 
have studied statistics on a nationwide basis produced by the National Science 
Foundation, the Association of American Medical Colleges, our own records at New 
York University, and they all come to the same conclusion: our universities have 
been forced to absorb an undue burden of indirect costs. Unless something is done 
about it in the near future, a greater burden will have to be borne by the uni- 
versities. This comes at a time when all othersources of revenue, more than 
ever before, must be applied to the support of the instructional and service 


ostsh functions for which they were intended. 

y A remedy for this dilemma is urgently needed. Senator Keating introduced 
Bill S. 3197 in the Senate on March 14, 1960, which bill was referred to this 

O, Committee. As you know, the bill calls for amendment of the Public Health Service 

a- Act by providing "... that each grant-in-aid made under the provisions of this 

at | subsection shall to the fullest extent possible include the payment of all in- 

n- J direct expenses attributable to the research projects supported by such grant-in- 


aid." With the enactment of such legislation, the Department of Health, Edu- 
cation, and Welfare could then join the other Federal agencies sponsoring re- 
y | search in colleges and universities in adopting Circular A-21 as the basis for 
cost determination. 
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Student Loan Program Colleges and universities throughout the country are being 
Applications Soon Due invited to apply for participation in the National Defense 


Student Loan Program during the 1960-61 academic year, the 
U. S. Office of Education has announced. 

Institutions interested in participating in the Program during 1960-61 should sub- 
mit applications no later than June 30, 1960 to be eligible to receive funds from fiscal 
year 1961 appropriations. Application forms have been mailed to all participating col- 
leges, and are available to non-participating institutions on request. 

Participating colleges and universities have received a total of $70.2 million in 
Federal loan funds since the Program was launched in February 1959. As of February 29, 
1960, over 125,000 loans totalling $55 million had been approved by the 1,360 participat- 
ing institutions. 

James W. Moore, formerly director of the California State Scholarship Program, is 
chief of the Student Loan Program. 


Fellowship Directory The Association of American Colleges is preparing the fourth 
Will Be Issued Again annual edition of Fellowships in the Arts and Sciences. This 


widely-used directory of the sources of support of graduate 
study and research lists awards available from over 100 private foundations, government 
agencies, professional societies, industries, and other sources outside the universities 
themselves. The new edition will describe nearly 200 programs, listing over 20,000 indi- 
vidual awards. Fellowships in the Arts and Sciences, 1961-62 will be published in 
September, paper bound, at $3.00. Advance orders may be placed with the Publications 


Office, American Council on Education. 


Federal Education A comprehensive three-volume report entitled, "Federal 
Report Published Educational Policies, Programs and Proposals," is in 


preparation by Charles A. Quattlebaum, specialist in edu- 

cation in the Legislative Reference Service of the Library of Congress. The report 
was requested by the House Committee on Education and Labor. Volume I was recently 
published. 

The principal purposes of this volume are summarized in the introduction as follows: 
(1) to trace the evolution of Federal policies in education; (2) to review the current 
status of education in the United States; (3) to outline the history, describe the 
organization, and set forth the objectives of the central educational agency of the 
Federal Government; (4) to summarize the criticisms and recommendations concerning 
Federal policies in education that have emanated from representative national organiza- 
tions and agencies; and (5) to point out and summarize some of the educational issues 
before the Congress. 

The Committee has an edition of 4,000 copies for free distribution in response 
to individual requests, which should be sent to L. K. Alderman, Jr., chief clerk, 
Committee on Education and Labor, House of Representatives, Washington 25, D. C. 
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